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LETTER OF TRANSMITTAL 


GENERAL ACCOUNTING OFFICE, 
COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington 25, February 25, 1948. 


- The honorable the SPEAKER OF THE HOUSE OF REPRESENTATIVES. 


Dear Mr. SPEAKER: There is presented herein report on the audit 


. of the Smaller War Plants Corporation for the fiscal year ended June 


30, 1945, and for the period from July 1, 1945, to January 27, 1946. 
This audit was. made by the Corporation Audits Division of the 
General Accounting Office pursuant to and in accordance with the ` 
requirements of section 5 of the act of February 24, 1945 (59 Stat. 6). 
espectfully submitted. ۱ 

۳" 3 mE Linpsay C. WARREN, 
Comptroller General of the United States. 
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REPORT ON THE AUDIT OF SMALLER WAR PLANTS COR- 
PORATION, FOR THE FISCAL YEAR ENDED JUNE 30, 1945, 
` AND FOR THE PERIOD FROM JULY 1, 1945, TO JANUARY 
27, 1946 ۱ 


GENERAL ACCOUNTING OFFICE, 
CORPORATION AUDITS DIVISION, 
۱ Washington 25, D. C. 
Hon. Linpsay C. WARREN, | 
Comptroller General of the United States. 


Dear Mr. Warren: We have audited the accounts and financial 
statements of SMALLER WAR PLANTS CORPORATION for the fiscal year 
. ended June 30, 1945, and for the period from July 1, 1945, to January 
27, 1946 (approximately 19 months), in accordance with the require- 
ments of section 5 of the act of February 24, 1945 (59 Stat. 6). The 
field work in connection with our examination was completed in 
March 1947. 
In compliance with Executive Order 9665, effective at the begin- 
ning of business on January 28, 1946, all functions and activities of 
Smaller War Plants Corporation, together with all its assets and 
liabilities, personnel, and records, were transferred in part to Recon- 
struction Finance Corporation and, in part, to the Department of 
Commerce. Subsequently, pursuant to Public Law 132, Eightieth 
Congress, approved June 30, 1947, Smaller War Plants Corporation 
was abolished and Reconstruction Finance Corporation was directed 
to continue liquidation of its affairs. 
. Due to the transfer of all functions and activities of Smaller War 
Plants Corporation under Executive Order 9665, it was considered 
desirable to combine in this audit the fiscal year ended June 30, 1945, 
with the period from that date to the date immediately preceding that 
of transfer, January 27, 1946. The financial statements submitted 
herewith are those for that period. Our report follows. 


SUMMARY 


1. Smaller War Plants Corporation (SWPC) was a wholly owned 
Government corporation created by an act of Congress approved 
June 11, 1942,' entitled, in part, “An act to mobilize the productive 
facilities of smáll business in the interests of successful prosecution of 
the war, . . .." To attain the objectives of the act, broad 
powers were conferred on the Corporation to render financial assist- 
ance to small business through direct loans, agreements to participate 
in bank loans, and purchase and lease of facilities, and to enter into 
prime contracts with the Government to be performed through sub- 
. contracts with small business concerns. The Corporation also under- 

1 56 Stat. 353; 50 U. 8. O. App. 1104. 5 
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took, by agreement with the War Production Board, to assist small 
business in the direct procurement of prime contracts and subcon- 
tracts. With the end of the war, additional powers and duties were 
assigned to the Corporation in legislation relating to reconversion and 
surplus property disposition. 

The organic act did not contain a definition of the term “small 
business.” In establishing a line of demarcation between large and 
small businesses for administrative purposes, the Corporation defined 
a “small business” or a “small plant”, generally, as a producer or manu- 
facturer employing less than 500 employees. In a report to the 
Congress, the Corporation indicated that in 1939 approximately 99 
percent of all manufacturing firms employed less than 500 employees. 

2. Management of the Corporation was vested in a board of five 
directors. In addition to its main office in Washington, D. C., branch 
offices and staffs were maintained on a Nation-wide basis. An organi- 
zation chart is set forth facing page 8. In accordance with provisions 
of the organic act, completed loans and leases were transferred to 
Defense Plant Corporation, a subsidiary of Reconstruction Finance 
Corporation, for servicing and administration as agent of SWP 

3. For the period of our examination, July 1, 1944, to January 27, 
1946, the Corporation’s operations resulted in a capital impairment 
(deficit) of $21,050,236, imcluding a provision of $6,996,064 for 
estimated loss on disposition of property acquired for lease and a. 
provision of $4,496,980 for losses on loans. The aggregate deficit 
from operations (including costs incurred in such authorized spending 
activities as obtaining contracts and materials for small business and 
providing technical and scientific aid in this respect) for the period 
from the inception of the Corporation to January 27, 1946, amounted 
to $34,414,032, and the Government’s capital invested in the Cor- 
poration ($200,000,000) was impaired to that extent. The deficit 
does not, include charges for interest on capital invested by the 
Government. 

The Corporation’s system of accounts did not provide for the 
segregation of all expenses and costs between activities; hence, it is 
not possible to obtain from the records the total costs or the net income 
or loss sustained in conducting individual activities. The lease and 
loan activities were the only activities producing income; however, the 
aggregate of costs and expenses applicable directly thereto (servicing 
charges, losses on loans, and provisions for depreciation and other 
charges relating to leased property—see section entitled “Comments 
on operations’’) substantially exceeded the income from these activities. 

Rental rates averaged approximately 18 percent per annum of the 
cost of property under lease. With minor exceptions, charges for 
interest on direct loans have been made at the rate of 4 percent 
per annum, and fees for participations in loans made by banks håve 
averaged approximately 1 percent per annum of the outstanding loan 
balances. | | | 

4. From its inception to January 27, 1946, the Corporation author- 
ized direct loans aggregating $308,185,948 and entered into agreements 
with banks to purchase participations, upon request, in $171,856,664 
of loans for which the banks were authorized to make commitments. 
Loans varied in size from several hundred to several million dollars. 
The larger loans were made for the purpose of providing operating 
capital to finance production under war contracts. 'To January 27, 


1946, the Corporation had disbursed $195,067,839 on the authorized 
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direct loans and $1,046,072 to purchase loans made by banks under 
the participation agreements. Statistics were not compiled as to 
total disbursements by the banks on loans authorized under participa- 
tion agreements. i 

The Corporation's loans outstanding at January 27, 1946, including 
purchased participations of $581,361, aggregated $29,416,133 and 
represented balances due from approximately 1,500 borrowers. A 
list of the larger loans outstanding at that date, including maturity 
and other information, is set forth in schedule 1 accompanying the 
report. | 

Commitments outstanding with respect to undisbursed loan authori- 
zations amounted to $35,162,936 at January 27, 1946, and under 
agreements with banks the Corporation could be called upon to pur- 
chase $53,615,441 of participations in loans made or authorized to be 
made by the banks. Primarily through cancellation of inactive and 
unrequired loan authorizations, these commitments were reduced to 
$5,213,621 and $18,607,091, respectively, at December 31, 1946. 
During the period from January 27 to December 31, 1946, under the 
agreements with banks, RFC, to which these functions of the Cor- 
poration were transferred, purchased approximately $1,200,000 
principal amounts of loans made by banks. 

It was & stated lending policy of the Corporation not to compete 
with banks, and procedures were established whereby the proposed 
loans were offered to borrowers' banks before being considered by the 
Corporation. Accordingly, the loans made by the Corporation would 
tend to involve, generally, a greater risk than the risk on loans usually 
acceptable or permitted to banks. — > 

The reserve of $5,000,000 for loss on loans, at January 27, 1946, is 
: based on estimated requirements in this respect resulting from re- 
views and appraisals made by RFC of the individual loans. This 
reserve appears adequate to absorb specific losses now foreseeable. 

.5. During the period from its inception to January 27, 1946, the 
Corporation acquired and leased properties, mainly standard general- 
purpose machine tools, having a cost of approximately $17,500,000. 
Altogether, about 800 lease agreements were made, the average lease 
covering properties having a cost approximating $22,000. At Jan- 
uary 27, 1946, there were approximately 450 active leases, the 
remainder having been terminated at the request of the lessees. 

Of the property balance of $16,334,319 at January 27, 1946, it is 
estimated that approximately $10,000,000 ultimately will be trans- 
ferred to Government surplus disposal agencies for disposition, and 
the remainder of the property will be sold to lessees. Officials of the 
Corporation have estimated that a loss of $10,000,000 will be sus- 
tained in disposition of the properties, and at January 27, 1946, the 
reserve for depreciation was increased to that amount by a provision 
of $6,996,064, charged against income. 

6. The reserves for loss on loans and for depreciation and loss on 
disposition of machinery and equipment acquired for leases, amounting 
to $5,000,000 and $10,000,000, respectively, at January 27, 1946, 
appear to be adequate, based on present estimates of reserve require- 
ments. However, due to the greater-than-normal risks inherent in 
the Corporation’s loans, and to the length of time that may be in- 
volved in the liquidation of the loans and machinery and equipment, 
the costs involved therein, and possible deterioration in the market 

720883 —48——2 
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for surplus war properties, the losses ultimately sustained in the 
liquidation of the loans and machinery and equipment may exceed 
` present estimates. ` 

7. Pursuant to provisions of the organic act, the Board of Directors 
was authorized to call for payment of the subscribed capital stock ` 
either in whole or in part. Shortly after incorporation, the board 
called for and received the entire initial subscription of $150,000,000. 
At June 30, 1943, approximately 1 year from the date of receipt of this 
amount, the Corporation’s cash funds (primarily in checking accounts) 
aggregated approximately $137,000,000, and at June 30, 1944, nearly 
2 years from date of such receipt, the cash funds aggregated approxi- 
mately $107,000,000. In January 1945, $50,000,000 of additional 
capital was similarly called for and paid in. ۱ ۱ 

Throughout most of 1945, repayments of loans exceeded new - 
financing, and at January 27, 1946, the cash funds aggregated approxi- 
mately $133,000,000. On January 28, 1946, pursuant to Executive 
Order 9665, these funds, except for minor amounts, were transferred 
to RFC. Hence, it appears that the Corporation's capital was exces- 
sive and that a substantial portion of these funds could have been 
returned to the Treasury at the time of issuance of Executive Order 
9665, or even prior thereto. ۱ 

8. Considering the wartime conditions under which the Corporation 
was organized and operated, its system of accounts and its records 
were generally well conceived and fairly satisfactorily maintained, 
except that cost accounting by activities was not developed. No 
specific recommendations for improvement in accounting methods and 
procedures have been included in our report because of the establish- 
ment, generally, 'of new records and procedures in connection with the 
transfer on January 28, 1946, of the Corporation’s assets, liabilities, 
and functions to RFC and to the Department of Commerce, pursuant 
to Executive Order 9665. 

9. The broad powers conferred upon the Corporation to assist in 
mobilizing the productive facilities of small business for war and 
essential civilian purposes appear, over-all, to have been reasonably 
applied and exercised. However, certain instances were noted of 
loans made for operations considered ‘to be of an experimental nature, 
or where the essentiality of the product is questioned; other instances 
were noted where it appears adequate protective and precautionary 
measures were not taken. An accumulation and retention of idle or 
excess capital funds was referred to in paragraph 7 above. 


` History AND ORGANIZATION 


The following comments on the organization and activities of 
Smaller War Plants Corporation relate to the period from the in- 
ception of the Corporation to January 27, 1946. ۱ 


ORIGIN AND PURPOSES 


. Smaller War Plants Corporation (SWPC) was a wholly owned 
Government corporation created by section 4 (a) of an act approved 
June 11, 1942 (56 Stat. 353; 50 U. S. C. App. 1104), entitled, in part, 
“An act to mobilize the productive facilities of small business in the 
interests of successful prosecution of the war, . . .” This act is 
subsequently referred to in this report as the organic act. 
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-*Pursuant' to section 4 (f) of the organic act, the p shan was 
empowered to make loans and to purchase and lease facilities to small ` 
business concerns for use in the production and manufacture-of items 
for war or essential civilian purposes. The Corporation was further . 
empowered to enter into contracts with the Government to furnish 
materials and equipment and to arrange for the performance of such 
contracts by letting subcontracts to small business concerns. 
. The Corporation also undertook, by agreement with the Chairman 
of the War Production Board early 1n 1943, to assist small businesses in 
the direct procurement of contracts by such concerns and to furnish 
engineering and other technical advice. "With the end of the war, 
additional powers and.duties were assigned to the Corporation by 
MK UN relating to reconversion and surplus property disposition. 
The Corporation's principal activities are described hereinafter in the 
sections beginning on pages 10 and 19. ۱ 

The organic act provided that the Corporation was not to have 
succession, except for liquidation purposes, beyond July 1, 1945. By 
amendment to the act (59 Stat. 95), this date was changed to Decem- 
ber 31, 1946. 

۱ ۱ ORGANIZATION AND MANAGEMENT 


Management of the Corporation, pursuant to the organic act, was 
vested in a board of five directors to be appointed by the Chairman 
. of the War Production Board. An amendment, approved April 27, 
1945, provided for the appointment of the directors by the President, 
by and with the advice and consent of the Senate, the President to 
designate one of the members as chairman. | 

ile the Board of Directors was appointed by the Chairman of 
the War Production Board in July 1942, the Corporation's functions 
and activities, except as to those of the Board of Directors, were per- 
formed primarily by personnel of the Smaller War Plants Division of 
the War Production Board until March 1943, at which time the per- 
sonnel, records, and office equipment of the Washington, D. C., 
office of the Smaller War Plants Division were transferred to the Cor- 
poration. In May 1943, the personnel, records, and office equip- 
ment of the field offices of the Smaller War Plants Division were 
similarly transferred to the Corporation. 

The original members of the Board of Directors appointed by the 
Chairman of the War Production Board and their periods of service 
were: 


Name | ` Period of service 
Lou E. Holland, Chairman. .... July 16, 1942, to February 16, 1943 
James T. Howington (later Vice 
Chairman)...............--- July 16, 1942, to January 27, 1946 . 
Albert M. Cartéer.............- July 16, 1942, to January 29, 1945 
William S. Shipley............- July 16, 1942, to January 7, 1943 
Samuel A. Smith.............. July 16, 1942, to February 9, 1945 


The members of the Board of Directors at January 27, 1946, in 
addition to Mr. James T. Howington mentioned above, and the dates 
of their appointment were: ۱ 


. Name 5 Date of appointment 
Maury Maverick, Chairman. ----------- 35 January 8, 1944 
Laurence F. Árnold.........................- February 20, 1945 
Patrick W. MeDonough...................... February 20, 1945 


C. Edward Rowe............-------.--.--.-- May 29, 1945 
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. Others who served on the Board of Directors for shorter periods of 
time were Mr. J. A. R. Moseley and Brigadier General Robert W. 
Johnson, the latter being chairman of the Board of Directors for the 
period he served. ۱ ۱ ۱ ۱ 
. Effective July 1, 1945, the salary of the chairman of the Board of 
Directors was fixed by Congress at $12,000 per annum, and the 
salaries of each of the other members of the Board of Directors was 
fixed at $9,000 per annum. For the fiscal year ended June 30, 1945, 
the salary rates were $10,000 and $8,000 per annum for the chairman 
and for the other members of the Board of Directors, respectively. 
` The bylaws of the Corporation provided for an executive committee 
consisting of three members of the Board of Directors, with any two 
of the members of the committee constituting a quorum. Between 
meetings of the Board of Directors, the executive committee was 
authorized to exercise all the power and authority of the Board of 
Directors. ۱ 

Meetings of either the Board of Directors or the executive com- 
mittee were held on an average of three to four times a week. Actions 
taken at these meetings consisted primarily of approvals and dis- 
approvals of loan and lease applications, ratification of smaller loans 
authorized to be made by field loan agents, and general discussions 
and decisions on matters of policy. ۱ 

The chairman of the Board of Directors of SWPC was at all times 
a vice chairman of the War Production Board, thereby maintaining 
a close working relationship with that agency. The chairman also 
served from time to time on boards and committees of other Govern- 
ment agencies having to do with war production and related activities. 

During the period from July 1, 1944, to January 27, 1946, the chief 
administrative officer of the Corporation was the general manager, 
Mr. Maury Maverick, who was also the chairman of the Board of 
Directors. The duties of the general manager, as prescribed by the 
Board of Directors, were to coordinate the various powers, duties, and 
functions authorized or assigned under the organic act and to direct 
and be accountable for the general administrative and management 
functions, the fiscal accounts relating thereto, and the delegation of 
duties and appointment of qualified personnel, the personnel positions 
to be in accordance with the Civil Service Classification Act. Matters 
requiring policy determination were restricted to the Board of 
Directors. Other principal officers and executives included: 


Name Function 
Malcolm G. Bardwell. ..... Assistant general manager 
David L. Podell........... General counsel f 
Jesse Robison............- Seeretary to Board of Directors 
Frank Prince.............- ` Chief of Loan Bureau 
Robert F. Nachtrieb....... Comptroller 
W. Darlington Denit....... Chief, Office of Administrative Finance 


and Management 


- A chart of the organization of SWPC at November 15, 1944, show- 
ing functional divisions and lines of authority is set forth’ herein 
facing page 8. | 

To accomplish the Corporation's objectives, offices were maintained, 
in addition to its headquarters in Washington, D. C., on a Nation-wide 
basis. Regional offices were maintained in 14 principal cities and, 
under the direction of the regional offices, over 100 district offices were 
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organized and operated. The office stafis included ds special- ۱ 
izing in contract procurement, loans, engineering, industrial consulta- 
tion, and surplus property disposition. Each regional office. was 
managed by a local regional director and a deputy regional director. 
Four area offices were established later (in October 1944) for the 
purpose of serving and directing the regional offices as to administra- 
tive, personnel, and fiscal matters. 
` Smaller War Plants Corporation made arrangements with Recon- 
struction Finance Corporation (RFC) to utilize the services of the 
managers, legal counsel, and other employees of that Corporation's 
loan agencies in credit investigations, preparation of loan-closing | 
papers, and the disbursement of moneys on loan authorizations. 


. 
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Pursuant to section 6 of the organic act, completed loans and leases 
were to be transferred to Defense Plant Corporation (after June 30, 
1945, Office of Defense Plants—a division of RFC) for servicing and 
administration as the agent for SWPC, the expense of servicing and 
administration to be deducted by Defense Plant Corporation (DPC) 
when remittances of interest, principal, and other proceeds were made 
to SWPC. In effecting this arrangement, SWPC gave a power of 
attorney to DPC authorizing it, among other things, to: ۱ 


1. Sell, lease, or sublease SWPC property. 
2. Extend maturity dates of notes held for the account of SWPC. 
3. Foreclose collateral securing notes held for the account of 


۱ C oq | 
4. Delegate the powers granted to any agent of DPC. 


The servicing and administration work relating to the machinery 
and equipment leases of SWPC was similar to other activities being 
carried on by DPC during this period through its own program of 
construction and leasing of plants for national defense and war تتام‎ 
poses. However, the servicing and administration of loans were 
foreign to DPC's other activities, so it, in turn, made arrangements 
for these services to be performed by RFC. RFC serviced the SWPC 
loans in the same manner as it serviced and recorded its own loans, 
including the usé of Federal Reserve banks acting as custodians and - 
fiscal agents. Io this capacity, the Federal Reserve banks held the 
original loan documents, collateral, and other valuable papers for 
safekeeping. All loans were payable at the banks, and the banks pre- 
pared the initial reports of such payments. These reports were sum- - 
marized by DPC and submitted to SWPC for entry in its records. 
Do remittances of such collections were made to SWPC through 
Although the power of attorney given by SWPC to DPC authorized 
DPC and RFC (through redelegation by DPC). to extend maturities 
and to foreclose loans, such actions were undertaken ouly after SWPC 
had been advised of the necessity therefor and had expressly author- 
ized DPC (who in turn authorized RFC) to take the necessary actions. 

In many respects the loan- and lease-servicing arrangements were 
cumbersome and resulted in duplications of management and executive 
consideration and actions, and of recordkeeping. ۱ 


FUNDS AND ACCOUNTING CONTROL 


The original authorized capital of $150,000,000 was wholly paid in 
by the Secretary of the Treasury of the United States pursuant to an 
appropriation act approved July 25, 1942. The authorized capital 
was increased to $350,000,000 on December 8, 1944, and, in January 
. an additional $50,000,000 was paid in to the Corporation by the 

reasury. , | 

Funds oí the Corporation have been deposited in checking and other 
accounts with the United States Treasury, and the disbursing officers 
oÍ the Treasury Department have acted as disbursing officers for the 
Corporation. ۱ 

The organic act authorized the Board of Directors to determine the 
manner in which the Corporation's obligations should be incurred . 
and its expenses allowed and paid. However, through annual appro- 
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priation acts, Congress limited the aggregate amount of the Corpora- 
tion’s funds available for payment of its administrative expenses. 
These appropriation acts also authorized expenditures of the Corpo- 
ration's funds, subject to the limitations imposed by the acts, for the - 
administrative expenses incurred in carrying out functions delegated 
to it under section 2 of the organic act, relating primarily to the aid 
rendered to small business in the procurement of contracts (see below), 
and other functions lawfully delegated to it. "The appropriation acts 
provided for establishing the administrative expense funds in appro- 
priation accounts in the Treasury and for aceounting for and auditing 
of administrative expenses in accordance with the Budget and Account- 
ing Act. No provision for audit of the Corporation's accounts was 
contained in the organic act. | E 

Accounts current which reflect the transactions in the checking 
accounts were prepared monthly by the disbursing officers, and those 
relating to expenditures of corporate funds made available for adminis- 
trative expenses, together with supporting documents, were submitted 
to the General Accounting Office for audit. The accounts current - 
and supporting documents relating to all other expenditures have 
been retained in the Corporation's files. 

` An audit of the Corporation's accounts and records, other than 
those relating to administrative expenses, for the fiscal year ended 
June 30,1943, was made by an independent public accountant. At the 
request of the Corporation, an audit for the fiscal year ended June 
30, 1944, was made by representatives of the Comptroller General of 
the United States. 

Section 5 of the organic act required the Chairman of the War 
Production Board to make reports every 60 days to the President 
and to the Congress of operations under the act and to include in such 
reports the names of the business concerns to whom contracts were let 
and for whom financing was arranged by SWPC, together with the 
amounts involved. ,- These bimonthly reports were prepared by 
SWPC and submitted to the chairman of the War Production Board 
for forwarding to the President and to the Congress; however, 
detail listings of contracts let and financing arranged were included 
only in the earlier reports. 


WAR ACTIVITIES AND POLICIES 


Although the organic act empowered Smaller War Plants Corpora- 
tion to carry on certain activities relating to “small business”, the 
act did not define “small business” or indicate a line of demarcation 
between small and large enterprises. In establishing a general rule 
for determination of businesses to which the Corporation would render 
assistance, the management adopted the following definition of a 
“small business" or “small plant: ۱ 


1. À producer adding value to a product and 
a. Employing less than 500 wage earners, exclusive of office 
and sales personnel; ۱ ۱ 
b. Not a branch or subsidiary of a corporation whose total 
employment, including main plant and branches in sub- 
sidiaries, exceeds 500 wage earners. | 
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2. A plant, however, employing in excess of 500 wage earners 
may be regarded as a smaller plant when the dollar value of its 
output accounts for a relatively small percentage of the total 
output of its industry. 


From the above definition it will be noted that the management 
limited its assistance to businesses concerned with production. . | 

In a report to the Congress,? the Corporation indicated that in 1939 
approximately 99 percent of all manufacturing firms employed less 
than 500 employees. | 

The principal activities in which the Corporation engaged during 
the war period in attempting to attain the objectives and purposes 
for which it was created and in fulfilling other assignments, are 
described below under the following captions: _ 


Aid in contract procurement. 
Lending activities. 

. Leasing activities. 
Prime contracting operations. 
Technical advisory services. 


AID IN CONTRACT PROCUREMENT 


Pursuant to section 2 of the act which created SWPC, the Chair- 
man of the War Production Board was required, among other things, 
. to direct the attention of officers of the Government having procure- 
. ment powers to the potential productive capacity of plants operated 
by small business concerns. Activities in this respect were carried 
on by the Smaller War Plants Division of the War Production Board 
until the forepart of 1943, when, as previously referred to herein, the 
personnel of that division was transferred to the Corporation. After 
this transfer, and by agreement with the Chairman of the War Pro- 
duction Board, the Corporation undertook the following activit es 
relating to the procurement of contracts for small business: 


1. To determine the productive capacity, open capacity, orders 
on hand, business, and sales position, &nd to obtain other 
information respecting smaller plants and business concerns. 

2. To determine the type of product which such concerns could 

produce, and to conduct all negotiations with procurement 
officials and others with respect to placing or letting procure- 
ment contracts. | | 

3. To investigate contracts for the purpose of finding prime 
contracts and subcontracts which could be performed 1n whole 
or in part through subcontracts to smaller concerns, and to 
negotiate with contractors to that end. 

Utilizing information contained in productive facility inventory 
files maintained by the War Production Board and open capacity 
and other information compiled by field offices of the Corporation, 
the names of small manufacturers capable of performing contracts 
were ascertained. Working arrangements and agreements were 
made with the respective Government agencies whereby representa- 
tives of the Corporation were stationed in the agencies for continuous 
contact with the agencies’ procurement offices and contracting officers. 


3 S. Doc. 134 (p. 15), 78th Cong., 1st sess. 
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The procurement of prime contracts for small businesses involved 
generally a review, to the extent practicable, of all items being pro- 
cured by the military services and other Government agencies to 
determine those capable of being produced by individual small busi- 
nesses or groups of small businesses, and the recommendation of 
competent small manufacturers to the procuring agencies. Similarly, 
the extension of subcontracting among small business involved con- 
tacting larger prime contractors and reviewing contracts for items 
capable of being produced by small manufacturers. 

The prime and subcontract procurement program was obviously 
aided by section 3 of the act creating the Corporation, which contains 
the following statement of procurement policy: 0 ۱ 

The Congress hereby recognizes the fact that business concerns operating small 
| are frequently unable to produce certain articles at as low a per unit cost as 
usiness concerns operating large plants and that, as a consequence of such fact, 
in order to mobilize the Nation's full productive capacity, including both large 
and small plants, it may be necessary for the Government to pay a higher per 
unit price for such articles to business concerns operating small plants than it 
pays to business concerns operating large plants. | 
Although assistance to small business in the direct procurement of 
prime and subcontracts by such concerns was-not one of the functions 
` of the Corporation specifically authorized in the organic act; but was 
performed by agreement with, and in pursuance to a duty enjoined 
upon, the Chairman of the War Production Board (50 U. S. C. App. 
1102), the rendering of this assistance to small business was considered 
by the management to be its most important activity. Statistics 
compiled by the Corporation through November 1945, indicate that 
approximately 60,000 prime contracts with a value of approximately 
$6,000,000,000 were awarded to small plants with the assistance of the 
Corporation. Due to the less formal nature of subcontracts and the 
volume of repeat orders involved, complete statistics in this respect 
were not maintained. | 


LENDING ACTIVITIES 


Authority to make loans 


Pursuant to section 4 (f) of the organic act, the Corporation was 
empowered to make loans to small business concerns to finance the 
acquisition of plant and equipment and to provide working capital for 
use in the manufacture of articles or materials for war or essential 
civilian purposes. Loans could be made either directly or through 
agreements to participate in loans made by banks or other lending 
institutions. The Corporation was also empowered to determine the 
terms, conditions, and maturities of its loans. | 

This basic lending authority subsequently was expanded under 
provisions of the Surplus Property Act of 1944 and the Contract 
Settlement Act of 1944 to include financing of purchases of surplus 
property by small business concerns and the making of interim loans 
and guaranties in connection with the termination of war contracts. 
These additional authorities were not used extensively. | 


الم ميو 
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. Policies and methods ۱ 

` It was the policy of the Corporation to restrict its direct financial 
assistance to small businesses to those concerns unable to obtain 
adequate financing through private sources. The following statement 
with respect to this policy was contained in a report prepared by the 
Corporation’s Loan Bureau: o ۱ 

The Loan Bureau has been most careful that its lending activities would not 
be in direct competition with local banks or other lending “agencies. The estab- 
lished practice and procedure requires that before any loan commitment is made, 
the Loan Agent must contact the borrower’s bank, explain the SWPC policy and 
try to interest the bank in the loan. Several forms of bank participation have 
been arranged. Banks may take the entire loan, even though the SWPC Loan 
Agents made all investigations, financial or otherwise without any expense to 
the bank or applicant . . . 

Review of loan applications and other data on file indicates that 
the loan agents closely followed the stated policy of contacting local 
banks. Statistics were not maintained as to the extent that entire 
loans were taken by banks based on investigations made and informa- 

tion furnished by the Corporation. 

-= Substantially all requests for loans originated in the Corporation's 
field offices where initial credit, engineering, and other investigations 
were made. Regional loan agents were authorized to approve and 
make loans not in excess of $25,000, subject to subsequent review and 
ratification by the Board of Directors. | 

Formal loan applications containing the information and data 
obtained in the field investigations were prepared by the regional 
loan agents and forwarded, together with the agents’ recommenda- 
tions, to the Loan Bureau in the Washington, D. C., office. After 
review by the Loan Bureau the applications were submitted to the 
Board of Directors for final action. Through review and ratification 
of the loans made by regional loan agents and by individual con- 
sideration and approval of all other loan applications, the Board of 
Directors exercised close control over all loan policies and activities. 

In addition to making loans direct to borrowers, the Corporation, 
as authorized in the organic act, entered into agreements with banks 
to participate either immediately or on a deferred basis in loans to be 
made by the banks. Immediate participations were similar to, and 
classified by the Corporation as, direct loans. Pursuant to provisions 
of the deferred participation agreements, the Corporation could be 
called upon at any time prior to 60 days after maturity of the loan to 
purchase from the banks a stated portion, usually 80 to 90 percent, 
of the outstanding balances of the loans. Separate agreements were 
ordinarily made for each loan, and the loan applications were inves- 
tigated and processed substentially in the same manner as direct loan 
applications. Only a relatively few immediate participation agree- 
ments were entered into; however, extensive use was made of the 
deferred participation plan. | 

In accordance with the provisions of the organic act, all loans made 
under the authority contained in the act were transferred to DPC 
for servicing and administration. Es o ۱ 
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Loan volume 


The following summary, based on statistics compiled primarily by 
the Corporation, sets forth, for the period from inception to January 
27, 1946, figures indicating the extent of the Corporation's lending 
activities resulting in direct loans or agreements to participate in 
loans, total disbursements by the Corporation, and the unpaid balances 
of loans at January 27, 1946: 


Deferred 
participations 
pi he 
banks 7 Wro j 
Direct loans portion) Together 
Authorized from inception to J anuary 27, 1946: 
NUMBER 24. ی و‎ Dua A E 8.002 1,773 4,775 
Amount E A A E $308, 185,948 $171, 856, 664 480, 042, 612 
Disbursed from inception to January 27, 1946: 
. Amounts disbursed on direct loans.................... $195, 067,839 -------------- $195, 067, 839 
` Amounts disbursed by SWPC at request of banks 
under agreements to purchase participations........ ........ A $1, 046, 072 1, 046, 072 
Total disbursed......... 22. c c cc cll ull... $195, 067, 839 $1,046,072 $196, 113,911 
Unpaid balances of loans at January 27, 1946 
umher a amu 1 01010 - 1,512 34 1, 546 
AN AAA i eae E دح بای‎ ue sean $28, 834, 77 $581, 361 $29, 416. 133 


Individual loans varied in amounts from several hundred to several 
million dollars. The larger loans were made for the purpose of pro- 
viding operating capital to finance production under war contracts. 
In excess of 80 percent of the total amounts of loans authorized were 
for this purpose. The remainder of the loans were made primarily to 
finance acquisition of machinery and equipment. 


Loan maturities, terms, and conditions 


Loan maturities, terms, and conditions were determined by the 
Board of Directors in accordance with the authority contained in 
the organic act. 

Working capital loans usually were made payable on demand, with 
provisions that part or all of the proceeds of the assigned contracts be 
applied in reduction of the loans. Loans for the acquisition of 
machinery and equipment usually were made payable in fixed monthly 
or quarterly installments extending over periods from 1 to 5 years. 

In addition to the assignment of contracts, hens on plant and 
itiventory generally were given as security for working capital loans, 
as well as, in some instances, personal guaranties. Liens on the ۱ 
property acquired generally were taken as security for loans to acquire 
machinery and equipment. 

Interest rates on direct loans were fixed by the Board of Directors at 
4 percent per annum. Exceptions were made to this rate with respect 
to operating capital loans secured by war contracts subsequently 
terminated. The interest rates on the portions of these loans equiva- 
lent to the amounts of the termination claims were reduced to 2% 
percent per annum during the period that the termination claims were 
being processed. 

As consideration for its commitments to purchase participations in 
loans made by banks, the Corporation charged commitment fees 
varying from one-half to 1 percent per annum, depending on the extent 
of participation, of the committed portion of the loans outstanding. 
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Compliance with lending authority 


Pursuant to the organic act and subsequent legislation, the Cor- 
poration was empowered to make loans to small businesses primarily 
to enable such concerns to engage in the production of articles or mate- 
rials for war or essential civilian purposes. The Corporation was 
empowered also to determine the maturities and other: terms and 
conditions of its loans and to enter into agreements to participate in 
loans made by banks and other lending institutions. Based on our 
. review of the loan policies established and followed by the Corpora- 
tion and the preliminary credit and engineering investigations made, 
it appears that, over-all these powers were reasonably applied and 
exercised. aa 

However, instances were noted of loans made where the “war or 
essential civilian” restriction contained in the organic act is considered 
to have been interpreted broadly, and in some instances it appears 
that adequate precautionary measures were not taken or were waived. 

In October 1945 the Corporation authorized a loan in the amount of 
$1,761,735 for the purchase of materials and parts for postwar produc- 
tion of small private airplanes to be sold through commercial chan- . 
nels. Anticipated demand for the planes did not materialize and 
unsold planes accumulated. In December 1946 bankruptcy pro- 
ceedings were initiated against the debtor, and it is estimated that a 
loss of approximately $400,000 will be sustained. The essentiality of 
production of small private airplanes appears questionable. 

In April 1945 the Corporation approved a loan in the amount of 
$321,000 for construction of a plant and to provide working capital for 
the production of ramie fiber. The amount proved inadequate for 
completion of the plant, and in January 1946 an additional loan of 
$257,000 was authorized and subsequently disbursed. At the time of 
conclusion of our field work, efforts of the borrower to produce ramie 
fiber in commercial quantities had been unsuccessful. The experi- 
mental nature of the operations for which this loan was made is 
indicated in a bulletin discussing ramie production, issued by the 
Agricultural Research Administration, United States Department of 
Agriculture, dated April 9, 1947. The following is quoted from the 
bulletin: | | 

da Interested companies have maintained that the culture to date is 
experimental. So far the planting, cultivation, harvesting, decortication (separa- 
tion of the fiber from the bark and woody core), and marketing should all be con- 
sidered on an experimental basis. ۱ ۱ 
Based on information furnished by the Examining Division of RFC, 
it appears that unless the plant operates successfully in the 1947 
season 1t will probably be necessary to foreclose, in which event a 
loss of $300,000 or more is estimated. 

Loans aggregating $407,500 (disbursed over a period extending 
from November 1943 to August 1945) were made to a carbon and 
chemical manufacturer and were outstanding in that amount at 
January 27, 1946, there having been no repayments. Of the first 
moneys advanced, approximately $91,000 was to be applied in the 
discharge of notes and accounts payable, wages, and taxes previously 
incurred. The remainder of the moneys advanced were to be used 
to acquire and install facilities and to provide operating capital for 
the production of lignite briquettes and by-products. Security for 
the loan consisted primarily of property and a personal guaranty of 
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an officer of the borrower whose net worth was $700,000, as indicated 
by an unaudited financial statement submitted in connection with 
the loan application and guaranty agreement. Production in commer- 
cial quantities was not attalned, and in September 1945 the Corpo- ' 
ration took action to foreclose. In connection with these proceédings, 
it subsequently was disclosed that the guarantor had no assets of 
substantial value and apparently was involved in bankruptcy proceed- 
ings at the time the guaranty was made. There is no record that 
` audited financial statements had been submitted by or requested of 
the borrower or guarantor, or that an adequate accounting had been 
made for all moneys advanced? The estimated loss on these loans 
is approximately $350,000. ۱ ۱ a 

In connection with loans made to a producer of wooden boxes and 
other lumber products, the Corporation in October 1945, acceding to 
a request of the borrower, agreed to the release of assigned customers’ 
purchase orders and the substitution of other customers’ purchase 
orders without verification of the authenticity of the new orders. In - 
January 1946, at which time the unpaid loan balances aggregated 
approximately $400,000, the Corporation further agreed to release 
warehouse receipts on inventories held as collateral and authorized 
an additional loan of $710,000. Unpaid principal balances on all 
loans aggregated $581,000 at January 27, 1946, and an additional 
amount of approximately $100,000 was disbursed in March 1946. 
Operations of the borrower were suspended in June 1946 and bank- 
ruptcy proceedings instituted. Investigations subsequently disclosed 
that certain of the substituted assigned purchase orders were either 
fictitious or materially altered and that reported inventories had been 
substantially overstated.* It was disclosed further that the borrower, 
having reported total plant and equipment of $32,000 in a. balance 
sheet submitted in March 1945, subsequently had expended approxi- 
mately $300,000 for plant and equipment from the proceeds of loans 
made primarily for operating capital purposes. ۱ ۱ 

It appears that the Corporation’s actions in acceding to the requests 
of the borrower to permit substitution of assigned purchase orders 
without verification of authenticity, in releasing warehouse receipts, 
and in authorizing an additional loan, were taken without adequate 
investigations of the borrower’s operations or financial position. 
Inadequate financial control over the use of funds advanced is appar- 
ent, and proper steps were not taken to require a full accounting for 
collections on assigned orders. There is no record that the borrower 
had submitted financial statements audited by independent public 
accountants or that the Corporation had requested such statements. 
RFC has estimated an ultimate loss on these loans of approximately 
$400,000. | 
LEASING ACTIVITIES 


Pursuant to section 4 (f) of the organic act, the Corporation was 
empowered to purchase land and facilities required by small business 
concerns to engage in production for war or essential civilian purposes, 
and to lease or sell such property to these concerns. 
3 It has been administratively determined by RFC that the expense of further investigation of this 
borrower and guarantor is not warranted. The records are not clear as to the extent of reliance by 
SW PC on the guarantor's statement. ۱ 


4 The head official of this borrower was subsequently convicted in the U. 8. District Court for submission 
of false statements to SW P C and was given a 2-year suspended sentence. 
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During the period from inception to January 27, 1946, the Corpora- 
tion acquired and leased, under this authority, properties in the 
aggregate amount of approximately $17,500,000. These properties, 
consisting primarily of standard general-purpose machine tools ac- 
quired new from established machine tool manufacturers, were leased 
to approximately 800 small business concerns; the average lease covered 
properties costing approximately $22,000: At January 27, 1946, 
there were approximately 450 active leases, the remainder having 
been terminated at the request of the lessees. Rentals, payable 
monthly, were at fixed rates, generally 1% percent per month of the 
cost of the property under lease. Other rates noted varied, based on 
the nature of the property being leased, from a low of 1 percent to a 
high of 44s percent per month. | | 

Applications for leases originated generally in the field offices of the - 
Corporation and were required to include, among other things, a list 
of the property to be acquired, with the estimated cost of each item, 
and a statement of the manufacturing purposes. All applications 
were submitted to the Board of Directors for approval prior to execu- 
tion of the lease agreements. MM | ۱ 

The lease agreements, which were prepared on standardized forms 
(revised from time to time), contained lists of the properties to be 
acquired for lease, as authorized by the Board of Directors, and 
provided that the lessees act as agents for the Corporation in procure- 
ment of the properties. Individual purchase orders were subject to 
approval by DPC field engineers, as part of the servicing functions 
performed by DPC. The Board of Directors of SWPC established 
the policy that the property to be leased was not to be acquired from 
the lessee unless specifically authorized in the lease. Relatively few 
such authorizations were made. ۱ 

The leases were written for various periods, usually 5% years, and 
provided for termination by either the lessee or lessor whenever 
substantial use of the property was no longer required for the produc- 
tion and manufacture of materials and supplies for war or essential 
civilian purposes. Although not specifically provided for in the lease 
agreements, the Corporation permitted partial terminations. 

. With the end of the war, a substantial number of leases were 
terminated, all at the request of the lessees. To January 27, 1946, 
property from terminated leases aggregating approximately 
$6,638,000, at cost, had become available for disposition, and approx- 
imately $1,138,000 had been sold by the Corporation to small business 
concerns. Of the remainder ot the terminated property ($5,500,000), 
approximately $1,700,000 had been transferred prior to January 27, 
1946, to surplus disposal agencies for disposition, and approximately 
$3,800,000 was available either for sale by the Corporation or for 
transfer to surplus disposal agencies at that date. 


` PRIME CONTRACTING OPERATIONS 


Section 4 (f) of the organic act also empowered the Corporation to 
enter into contracts with the Government to furnish articles, equip- 
ment, supplies, or materials to the Government, and to arrange for 
the performance of such contracts by letting subcontracts to small 
business concerns or others. The organic act provided further that, 
in any case in which the Chairman of the War Production Board cer- 
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tified to any procurement officer of the Government that the Corpo- 
ration was competent to perform any specific contract, it should be 
the duty of the procurement officer to let such contract to the Corpo- 
ration. 

As previously referred to herein, one of the Corporation’ s principal 
activities was aiding small plants i in obtaining prime contracts from ` 
procurement agencies and in obtaining subcontracts from large prime 
contractors. Officials of the Corporation considered the results of 
this activity as satisfying generally the needs of small plants for war 
contracts; hence, the Corporation's authority to enter into prime 


contracts and the authority of the Chairman of the War Production ` 


Board in this connection were not used extensively. 

A summary of the prime contracting operations to January 27, 1946, 
is shown in schedule 2 accompanying this report. With minor excep- 
` tions, the amounts set forth in schedule 2 represent final settlement 
figures for the respective contracts. ۱ 
` Performance of the prime contracts was accomplished by subcon- 
tracting all requirements to small plants. The subcontracts were let 
by the Corporation at fixed unit prices determined generally through 
negotiation with individual plants. An engineering firm was employed 
to furnish engineering services required in connection with the con- 
tracting program. | 
. Except with respect to prime contracts with the Federal Publie 
Housing Authority and the United States Treasury Department, in 
which instances the related subcontracts let by SWPC were admin- 
istered entirely by such agencies, the SUO tos billed SWPC for 
the completed units which they had delivered directly to tlie procure- 
ment agencies, and SWPC rebilled the respective agencies. 

The prime contracts were entered into either at fixed unit prices, at 
fixed prices not in excess of actual costs to the Corporation, or at 
prices paid to the subcontractors plus the Corporation's direct ad- 
 ministrative expense. 

The Corporation. did not segregate in its. accounts the administra- 
tive expenses incurred in tbe prime contracting operations. With 
respect to the contracts which were taken at fixed unit prices or at 
fixed prices not in excess of actual costs, the amounts rebilled to the 
procurement agencies represented only the amounts paid to subcon- 
tractors, and the price provisions of the prime contracts were amended 
accordingly. 

With respect to the prime contracts taken « on the basis of the cost 
of subcontracts plus the Corporation's direct administrative expense, 
the aggregate prime contract prices ultimately. agreed upon in con- 
nection with the settlement of termination claims, and without mak- 
Ing specific provision for administrative expenses, exceeded the 
amounts paid to subcontractors by $632,769.- This amount has been 
credited to administrative expenses (exhibit 3) and considered as 
representing the amount of such expenses applicable to the prime 
contracting operations. In the absence of an appropriate segrega- 
tion of the administrative expenses incurred in these operations, 
the adequacy of the amount ot tosa ae Tem purgea is not now 
.determinable. 

TECHNICAL ADVISORY SERVICES | 


` ' The Technical Advisory Services Division was organized in the latter 
part of 1943 for the purpose of assisting small manufacturers in solving 


AUDIT REPORT OF SMALLER WAR PLANTS CORPORATION ۱ 19 


engineering and other technical problems arising in the performance 
of contracts or in the adaptation or conversion of their facilities to 
enable them to accept and perform contracts. This activity was not 
specifically authorized in the organic act, but was undertaken as part 
of the agreement with the Chairman of the War Production Board 
referred to in the preceding comments relating to aid in contract 
procurement. 

The Technical Advisory Services Division organized regional 
science advisory committees composed of local technicians in metal- 
lurgy, chemistry, physics, and other branches of science, who rendered 
part-time assistance without compensation. The principal activity 
of the Division was the preparation of replies to requests for infor- 
mation. Replies were based on data obtained from the science ad- 
visory committees or through a canvass of universities and other 
research institutions. It was not the policy of the Division to conduct 
original research. 


RECONVERSION AND POSTWAR ACTIVITIES 


In contemplation of the end of the war, the Congress enacted legis- 
lation relating to war contract terminations, dispositions of surplus. 
property, and other reconversion matters. Under these acts, certain 
additional functions and activities were assigned to Smaller War 
Plants Corporation. The Corporation’s Nation-wide organization 
and the information and experience acquired in its war activities were 
deemed to qualify it to carry out these assignments. 

The principal additional functions and activities assigned to the 
Corporation are set forth in the following paragraphs under the titles 
of the related acts. 


CONTRACT SETTLEMENT ACT OF 1944, APPROVED JULY 1, 1944 


Pursuant to section 20 (g) of the Contract Settlement Act of 1944, 
Smaller War Plants Corporation was directed to disseminate infor- 
mation among small business concerns with respect to the provisions 
of the act relating to contract termination settlements, interim financ- 
ing and removal and storage of termination inventories, and other 
matters. The Corporation also was directed to assist small busi- 
ness concerns in effecting termination settlements, to assist in 
the preparation of applications for interim financing, and to make 
interim loans. The chairman of the Board of Directors of SWPC 
was appointed to the Contract Settlement Advisory Board. 

In compliance with the provisions of this act, the Corporation, 
using its Nation-wide organization, arranged and held numerous meet- 
ings of small manufacturers for the purpose of acquainting them with 
the provisions of the Contract Settlement Act and the procedures and 
claim forms prescribed by the Office of Contract Settlement. Ar- 
rangements also were made to make interim loans as authorized by 
the act. It appears that few such loans were made. 


SURPLUS PROPERTY ACT OF 1944, APPROVED OCTOBER 38, 1944 


The additional powers, functions, and responsibilities assigned to 
Smaller War Plants Corporation in the Surplus Property Act of 1944 
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and in regulations of the Surplus Property Board (and its successor, 
the Surplus Property Administration) may be summarized as follows: 


1. To conduct surveys to ascertain the needs of small business 
for surplus property and submit reports thereon to the Surplus 
Property Board and to surplus disposal agencies. | 

2. To purchase surplus property for resale to small business when 
considered necessary to preserve the competitive position of 
small business. _ ۱ 

3. To make or guarantee loans to small business in.connection 
with the acquisition, conversion, and operation of plants and 
facilities which have been determined to be surplus property. 

4. To issue certificates to veterans for establishing preference in 
surplus property dispositions and, when requested by veterans, 
to purchase the veterans’ property requirements from surplus 
disposal agencies. 


The activities carried on with respect to the additional powers, 
functions, and responsibilities assigned to the Corporation in the 
Surplus Property Act were not extensive except as to the establish- | 
ment and exercise of veterans’ preference in surplus property dis- 
positions. | l 

The procedures through which preferences could be established 
and exercised and the assignment of functions in this connection to 
SWPC, were prescribed by Surplus Property Board Regulation 7, 
effective July 1, 1945, and Surplus Property Administration Regula- 
tion 7, effective October 15, 1945. Operating in accordance with 
these regulations, applications from veterans for preference certificates 
were accepted and processed at all of the Corporation’s offices. 
Officials of SWPC have reported that through November 1945 over 
500,000 certificates were issued. To January 27, 1946, purchases of 
surplus property from disposal agencies, with concurrent resale to 
veterans, aggregated approximately $7,200,000. Substantially all of 
the resales to veterans were made on a cash basis. Under procedures 
established by SWPC, the proceeds were required to be forwarded to 
the Washington office for deposit. Due apparently to unanticipated 
volume and lack of adequate planning and preparation, there were on 
hand in or in transit to Washington and on hand in the field offices 
at. January 27, 1946, undeposited checks aggregating approximately 
$1,700,000. A number of these checks were dated August, September, 
and October 1945. 

For the period to January 27, 1946, the Corporation has received 
from the Office of War Mobilization and Reconversion the amount of 
$986,066, representing reimbursement of the Corporation’s cost, deter- 
mined on an estimated basis, of conducting the veterans’ surplus 
property program. This amount has been applied as a reduction of the 
Corporation’s operating and administrative expenses. 


COMMENTS ON FINANCIAL POSITION 


A balance sheet of the Corporation at January 27, 1946, setting 
forth its financial position at that date, is presented in this report as 
exhibit 1. ۱ 
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The following summary compares the financial position at January 
27,1946, and June 30, 1944: 


Increase 
Jan. 27, 1946 June 80, 1944 (—decrease) 


Cash AEE ETSA EAA dll cold $132, 843, 931 $97, 647, 616 $35, 196, 315 
Accounts receivable.........-------.------------------ . 8,620, 838 10, 613, 157 —1, 992, 819 
Due from borrowers: E 
Loans and accrued interest__........-..-.-.....--- 29, 701, 510 22, 022, 088 7, 679, 422 - 
Less—Reserve for loss on loans......... 111111111111 5, 000, 000 503, 020 4, 496, 980 
Due from borrowers (net)_.....--.---------------- 24, 701, 510 21, 519, 068 3, 182, 442 
. Machinery and equipment acquired for lease._......... 16, 334, 319 9, 971, 369 6, 362, 950 
Less— Reserve for depreciation and loss on disposition.. 10, 000, 000 470, 676 9, 529, 324 
Machinery and equipment (net)_.-.---.----.--..-- 6, 334, 319 9, 500, 693 —3, 166, 374 
‘Office furniture and equipment, less reserve for depre- 
ciation كن‎ 2 u SS a AS 342, 003 396, 015 —54, 012 
JE A a 172, 842, 601 139, 676, 549 38, 166, 052 
Less—Payables. ............ . Ll e lle e er esee 7, 256, 633 3, 040, 345 4, 216, 288 
Remainder, net assets owned by the Govern- 
A E دنا‎ seco A $165, 585, 968 $136, 636, 204 $28, 949, 764 
— ro ad == === 
Investment by the Government represented by: : 
Capital STOCK 2 لا‎ $200, 000, 000 $150, 000, 000 $50, 000, 000 
Less 0468616 oi oirlo ba 34, 414, 032 13, 363, 796 21, 050, 236 


$165, 585, 968 $136, 636, 204 $28, 949, 764 


SOURCES OF FUNDS 


The act creating the Corporation authorized capital stock in the 
amount of $150,000,000, all subscribed for by the United States 
through the Secretary of the Treasury with payment therefor subject 
to call in whole or in part by the Board of Directors. By an act 
approved December 8, 1944,5 the authorized capital stock was in- 
creased to $350,000,000. 

In July 1942 the Board of Directors called for full payment of the 
capital stock then subscribed for, and, pursuant to an appropriation 
act approved in that month, the amount of $150,000,000 was paid in 
by the Secretary of the Treasury. Of the additional authorized capi- 
tal stock, an amount of $50,000,000 was similarly called for by the 
Board of Directors and paid in by the Treasury in January 1945, im- 
creasing the Government’s investment in the Corporation to $200,- 
000,000. 

It will be noted from the foregoing comparative summary of financial 
position that to January 27, 1946, the deficit, representing the excess 
of operating expenses and other charges over income, amounted to 
$34,414,032, and the Government's capital invested in the Corpora- 
tion was impaired to that extent. The deficit did not contain charges 
for interest on the capital paid in by the Government. 


IDLE AND EXCESS FUNDS 


Pursuant to provisions of the organic act, the Board of Directors 
was authorized to call for payment of the subscribed capital stock 
either in whole or in part, and, as stated above, shortly after incor- 
poration the entire initial subscription of $150,000,000 was paid in. 


§ 58 Stat. 799; 50 U. 8. O. App. 1104 (b). 
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. At June 30, 1943, approximately 1 year from the date of receipt of 
this amount, the Corporation's cash funds (primarily in checking 
accounts) aggregated approximately $137,000,000, and at June 30, 
1944, nearly 2 years from date of such receipt, the cash funds still 
aggregated approximately $107,000,000. 

| Throughout most of 1945, repayments of loans exceeded new 
financing, and at January 27, 1946, available funds aggregated 
approximately $133,000,000. On January 28, 1946, pursuant to 
Executive Order 9665, these funds, except for minor amounts, were 
transferred to RFC. (See section entitled ““Pransfer of functions and 
property under Executive Order 9665”, p. 28.) It appears that the 
Corporation had excessive capital and that a substantial portion of 
these funds could have been returned to the Treasury at the time of 
issuance of Executive Order 9665, or even prior thereto. ۱ 


DUE FROM BORROWERS 


¿A list of the larger loans outstanding at January 27, 1946 (principal 
balances aggregating in excess of $100,000 per borrower), i is set forth 
in accompanying schedule 1. The main products of the borrowers, 
loan maturities, and amounts originally authorized and disbursed 
are also set forth in the schedule. With minor exceptions, interest 
on loans, as indicated in a note to the schedule, is payable at the rate 
of 4 percent per annum. 

As stated in our comments on the lending activities, loans made to 
finance production under war contracts, with the assignment of such 
contracts pledged as security, represented, on a dollar basis, the major 
portion of the loans made by SWPC and similarl y represented the 
major portion of the loans outstanding at January 27, 1946. In 
addition to assigned contracts, mortgages on the borrowers' properties 
or personal guaranties were sometimes given. The remainder of the 
loans outstanding at January 27, 1946, were made primarily to finance 
the acquisition of plant and equipment items. These loans mature in ` 
monthly or' quarterly installments over periods varying generally 
from 1 to 5 years and are secured by the items acquired. 

While the production loans were usually made payable on demand, 
the loan agreements provided that either part or all of the contract 
proceeds were to be applied in reduction of the loans. With the end 
of the war, substantially all contracts assigned on production loans 
were terminated, and as to the balances remaining unpaid at January 
27, 1946, except for unsettled termination claims and delayed pay- 
ments on contract deliveries, there were no further proceeds to be 
applied from the assigned war contracts. In some instances, borrow- 
ers have made assignments of orders for civilian products to replace 
the war contracts, and the loans have been continued on a demand 
basis; in other instances, the demand terms have been changed to 
fixed maturities. Where such extensions were considered inappro- 
priate, actions were taken to enforce collection of the unpaid balances. 
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RESERVE FOR LOSS ON LOANS 


The extent to which the total receivables resulting from the Cor- 
poration’s direct loan disbursements have been collected, charged off 
as uncollectible, or reserved for, including the related ratios in this 
respect, is set forth in the following summary: 


f Amount Percent 
Loan disbursements by SWPC, from inception to January 27, 1946__________ $196, 113, 911 
Interest. accrued thereon.......- — OS RSE RSE E DE 2, 601, 657 
Total loan disbursements and interest accrued. -- سس‎ 22. 2. c... 198, 715, 568 100. 00 
60116611018 2 شرع‎ L Bae ee SE a تدك‎ 168, 708, 732 84. 90 
Unliquidated balance of loans and accrued interest_..........------- 30, 006, 836 15. 10 
Loss on loans charged off._--------------------------2------72-7----------- ` 305,6 .15 
Provision for losses anticipated in liquidation of balances of loans. . ......... 5, 000, 000 2. 52 
Total losses charged off and provision for anticipated losses............- | 5, 305, 326 2. 67 
Net balances of loans receivable and accrued interest at Jan. 27, 1946 
(exhibit A E E E A EE CR sr ets $24, 701, 510 12. 43 


It was a stated lending policy of the Corporation not to compete | 
with banks, and procedures were established whereby the prospective 
borrowers’ banks were contacted before loans were niade. Accord- 
ingly, the loans made by the Corporation would tend to involve a 
greater risk than the risk on loans usually acceptable or permitted 
to banks. ۱ ۱ ۱ 

As previously mentioned, loans against which the assignment of 
proceeds from production contracts were pledged represented, on a 
dollar basis, the major portion of the Corporation's loans. Generally, 
the amounts loaned for this purpose substantially exceeded the 
borrower's capital; hence, the risk involved was high, the extent of- 
ultimate collection depending almost wholly on the extent to which 
the contracts were satisfactorily performed. Ina number of instances, 
unsatisfactory performance was partially obscured until termination. 
and settlement of the contracts was made after the end of the war. 

The reserve for loss on loans was increased from $503,020 at June 
30, 1944, to $5,000,000 at January 27, 1946, by provision of $4,496,980 
charged against income (exhibit 2). As indicated in exhibit 2, the . 
loss on loans charged off during this period amounted to $263,492. 

The increase in the .reserve balance to $5,000,000 is based on the 
estimated requirements in this respect as determined from an appraisal 
made by RFC of individual loans. We have reviewed the procedures 
followed and the loss estimates made by RFC, and, from the informa- 
tion obtained, 1t appears that the reserve of $5,000,000 is adequate to 
absorb the losses now foreseeable. However, the outstanding loan 
balances at January 27, 1946, are due from approximately 1,500 bor- 
rowers, mainly small business concerns, and the Corporation was com- 
mitted to make additional loans under loan authorizations undis- 
bursed at January 27, 1946, and to purchase participations in loans 
made or authorized to be made by banks. (See p. 25.) Due to the 
greater-than-normal risks inherent in the Corporation’s loans, includ- 
ing commitments to make loans, and the difficulties which may be 
experienced in the postwar readjustment period, the losses on ulti- 
mate liquidation of the loans may be substantially more than now 
estimated. | i | 
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MACHINERY AND EQUIPMENT ACQUIRED FOR LEASES 


The changes in the machinery and equipment accounts during the 
Aen from July 1, 1944, to ی‎ 27, 1946, are summarized | as 
ollows: 


Balance at June 30, 1944 (represents total acquisitions from in- 


ception of SWPC to June 30, 1944)__......_.-------------_-- $9, 971, 369 
Changes to Jan. 27, 1946: ۱ 
Purchases, at cost including freight and installation. dee LE Es 7, 500, 946. 
| | 17, 472, 315 
Cost of machinery and equipment Sod to lessees and other  . : 
small businesses__.........---....-.4.------..-ee- ee 1, 137, 996. 
Balance. at Jan. 24, 1046... . u عا فين نات باعاه وال ايام مانا د جدود م امات‎ - $16, 334, 319 


The balance of $16,334,319 at January 27, 1946, includes (1) ap- 
proximately $1,700, 000 with respect to machinery and equipment 
which had been transferred prior to January 27, 1946, to surplus 
disposal agencies for disposition, and (2) approximately $3,800,000 
of other idle machinery and equipment from partially or wholly 
terminated leases, which amount was available at January 27, 1946, 
either for sale by SWPC or for transfer to surplus disposal agencies 
for disposition. The remainder of the property continued under 
lease at rental rates averaging approximately 1% percent per month. 
As noted during the course of our examination, there were numerous 
lease terminations, all at the request of the lessees, subsequent to 
January 27, 1946. 


RESERVE FOR MACHINERY AND EQUIPMENT 


A summary of the changes in the reserve for machinery and equip- 
ment during the period from July 1, 1944, to January 27, 1946, is 
set forth below : 

Reserve for depreciation : 


Balance at June 30, 1944 (represents total provision for de- ۱ 
preciation from inception of SWPC to June 30, 1944)_____- $470, 677 


Changes to Jan. 27, 1946: 
Provision for depreciation (exhibit 2)........ 520011 2, 739, 0 
MEX 8, 210, 107 
Accumulated depreciation applicable to machinery and 
equipment 8016 us sonoridades oa 206, 171 
Balance at Jan. 27, 1946, before special provision for loss... 3, 003, 936 
Provision to reserve for loss on ultimate POOR of machinery 
and equipment (exhibit 2( ماج ع دام مم‎ LLL Ll ام مب . ند بت سس‎ A 6, 996, 064 
Total reserve at January 20. IO e a $10, 000, 000 


Provisions to the reserve for depreciation to January 27, 1946, 
exclusive of the special provision for loss, have been made at the rate 
of 1 percent per month of the balances in the machinery and equip- 
ment account. 

With the end of the war, the machinery and equipment becoming 
available for disposition from lease terminations exceeded the amount 
readily salable to lessees and other small businesses at the prices at 
which it was offered by SWPC, and it was estimated that an aggre- ` 
gate of approximately $10,000 000 of the Corporation’s machinery and 


AUDIT REPORT OF SMALLER WAR PLANTS CORPORATION 25 


equipment ultimately would be transferred to Government surplus 
disposal agencies for disposition. On property declared surplus, the 
disposal agency controls the time and manner of disposition. Based 
on information and estimates obtained from the War Assets Adminis- 
tration and from other sources, officials of the Corporation estimated 
that approximately 25 percent of cost would be realized from property - 
transferred to the surplus disposal agencies and that approximately 
50 percent of cost would be realized from other dispositions. Using 
these estimates, the resulting loss would aggregate approximately 
$10,000,000, and the reserve was increased to this amount at January 
27, 1946. ۱ ۱ 

The foregoing estimates of realizable values appear reasonable 
based on disposition experience to the date of this report; however, 
the amount of the Corporation's property disposed of during this 
period has not been extensive. Because of the length of time that 
may be involved in ultimate disposition, the costs involved therein, 
and possible further deterioration in the market for surplus war 
properties, the losses ultimately sustained in disposition of the prop- 
erties may exceed present estimates. 


` ‘OFFICE FURNITURE AND EQUIPMENT 


The office furniture and equipment account amounting to $515,179 
at January 27, 1946, represents the gross expenditures therefor from 
the inception of the Corporation to that date. (See p. 27.) Of the 
total expenditures, an amount of $274,020 was paid to the War Pro- 
duction Board in 1943 based on estimates of the cost of furniture and 
equipment transferred to the Corporation by that agency. The 
furniture and equipment control accounts are not supported by detail 
property records. A physical inventory of the property was taken at 
June 30, 1944. The resulting inventory figures, although not finally 
compiled and recónciled with the control accounts, indicated that the 
cost of the property then on hand was approximately $100,000 less 
- than the total recorded expenditures of $483,144 to the inventory date. 
Inasmuch as the Corporation had ceased operations before the start 
oÍ our examination we were unable to determine the cause of this 
apparent discrepancy. Provisions to the reserve for depreciation have 
been made at the rate of 1 percent per month of total expenditures. 

Pursuant to Executive Order 9665, effective January 28, 1946, all 
furniture and equipment was transferred to RFC or to the Depart- 
ment of Commerce. 

CONTINGENT LIABILITIES 


. Under the terms of agreements with banks, more fully described in 
the part of the section beginning on page 13 relating to the Corpora- 
tion’s lending activities, the Corporation could be called upon to 
purchase participations in loans made or authorized to be made by 
banks. The Corporation’s commitment in this respect amounted to 
$53,615,441 at January 27, 1946, and at that date commitments out- 
standing with respect to undisbursed direct loan authorizations 
amounted to $35,162,936. The above totals include substantial 
amounts with respect to inactive and unrequired authorizations. At 
December 31, 1946, primarily through cancellations of participation 
agreements and loan authorizations, these commitments had been 
reduced to $18,607,091 and $5,213,621, respectively. During the 
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period from January 27 to December 31, 1946, under the agreements 
with banks, RFC, to which the functions of the Corporation were 
transferred, purchased participations in loans made by banks aggre- 
gating approximately $1,200,000. 


CoMMENTS ON OPERATIONS 


Details of the results of the Corporation's operations for the period 
from July 1, 1944, to January 27, 1946, and for the period from the ' 
inception of the Corporation to January 27, 1946, are set forth in 
accompanying exhibits 2 and 3. ۱ 

For the period from July 1, 1944, to January 27, 1946, the Corpora- 
tion sustained a net loss of $21,050,236. From the inception of the 
Corporation to January 27, 1946, the accumulated net loss amounted 
to $34,414,032. A summary of the income and expenses and other 
charges for these periods is shown below. 


From July 1, From inception 
1944, to Jan. to Jan. 27, 


27, 1946 1946 
Income: | 
Lease FONEGIS - «o1 n El ووم‎ SSL A - . 53, 906, 807 $4, 409, 835 
Loan interest add fees....... داد مد‎ LLL ام ات ام دا دا ام دا سا اب‎ nono 2, 172. 7 2, 788, 738 
Total 123601336 Ia A 6, 079, 4 7, 198, 573 
Expenses, other costs and charges: ۱ 
Operating and administrative expenses: 
From appropriated funds... سس‎ coco 11, 310, 152 24, 284, 658 
Loan and lease servicing charges...............------------------- 913, 768 1, 155, 828 
Other @xpenses occ. م ل سه‎ sec NN ÓN 115, 736 366, 244 
12, 339, 656 25, 806, 730 
Provision to reserve for loss on loans. .._._.------.---------------.-.-- 4, 496, 980 5, 000, 000 
Loss on loans charged off.......__.....-.------------------------------ 263, 492 305, 326 
Provision for depreciation and other costs and charges relating to 
machinery and equipment acquired for lease___......-......-------- 10, 029, 872 10, 500, 549 
ic A Se a ES 1 27, 130, 000 41, 612, 605 
Net loss (exhibit 2). iniciada $21,050, 236 $34, 414,032 


The Corporation's system of accounts. did not provide for the: 
segregation of all of its expenses and costs between activities. Hence, 
it is not possible to obtain from the records the total costs or the net 
profit or loss sustained in conducting individual activities. 

Charges for rentals, interest, and participation fees have been made 
at rates determined by the Board of Directors. Rental rates have 
averaged approximately 18 percent per annum of the cost of the 
property under lease. With minor exceptions, charges for interest 
on direct loans have been made at the rate of 4 percent per annum, 
and fees for participations in loans made by banks have averaged 
approximately 1 percent per annum of the outstanding loan balances. 

The lease and loan activities were the only activities producing 
income, but it will be noted from the foregoing summary that the 
ageregate of the costs and expenses applicable directly to the lease 
and loan activities (servicing charges, loss on loans, and provision 
for depreciation and other charges relating to leased property) sub- 
stantially exceeds the income from these activities. The loss deter- 
mined on the basis of direct charges only would be subject to further 
increase by that portion, not determinable from the records, of the 
operating and administrative expenses paid from appropriated funds 
and other expenses applicable to these activities. 
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Of the total operating and administrative expenses of $11,310,152, 
for the period from July 1, 1944, to January 27, 1946, as shown 


above, the amount of $10,053,367 represents expenditures for salaries, 
distributed as follows: 


Washington office: Location * Amount 
1011766001189 AAA A AS $69, 280 
Others- ---------- Ss as e E EEA 2, 436, 062 

| | 2, 505, 342 

Field offices (approximately 110 area, regional, and district | 

offices) -._.---- RAPT UE ردك لز‎ RENE 7, 548, 5 
| $10, 053, 367 


The Corporation adopted the Job classification, salary rate schedules, 
and other provisions of the Civil Service Classification Act of 1923, 
as amended. Salaries of members of the Board of Directors were 
paid at rates determined by the Congress. In January 1946 there 
were approximately 350 employees in the Washington office and 
approximately 1,450 employees in the field offices. | SR ۱ 
` Through annual appropriation acts, the Congress has limited the 
amount of the Corporation's funds available for the payment of 
certain of its operating and administrative expenses and for other 
items. A comparison of the totals of such expenditures with the 
amounts appropriated is.shown in the following summary: 


Expenditures 
For operating l 

and adminis- For furniture 

trative and equipment 
Fiscal year expenses (capitalized— Amounts ap- 

ended June 0 (exhibit 3) exhibit 1) Together propriated 

19A AA $6, 334, 860 $399, 476 $6, 734, 336 $7, 500, 000 
CY معن هه دس وی‎ 6, 639, 646 68, 795 6,708,441 12,006,000 
1045. i Gee enw عا‎ 7, 690, 427 32, 392 7, 722, 819 10, 000, 000 
19462 seen Geen مت‎ 3, 619, 725* 14, 516* . 8, 634, 241* 8, 000, 000 
۱ 11, 310, 152 46, 908 11, 357,060 18, 000, 0 
کت‎ suma $24, 284, 658 $515, 179 ` * $24, 799, 837 $37, 506, 000 


*Represents expenditures for the period from July 1, 1945, to January 27, 1946. 


Pursuant to the appropriation act for the 1943 fiscal year, the funds 
appropriated were transferred to the War Production Board and 
commingled with the funds of that agency. During the period from 
July 1942 to April 1943 (approximate), the operations of the Corpora- 
tion were carried on primarily by employees of the Smaller War 
Plants Division of the War Production Board. At the latter date, 
these employees and the required furniture and equipment were 
transferred to the Corporation. The above expenditures for 1943 
include charges of $5,522,500 for administrative expenses and $274,620 
for furniture and equipment determined by the War Production 
Board, on an estimated basis, as representing expenditures made for 
the Corporation during the period to April 1943. The amounts 


of these charges have been reviewed and approved by the Corpora- ` 
tion’s Board of Directors. 
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TRANSFER OF FUNCTIONS AND PE UNDER EXECUTIVE 
ORDER 9665 


In compliance with Executive Order 9665, dated December 27, 1945, 
all SWPC personnel, functions, assets, and liabilities were transferred, 
in part, to RFC and, in part, to the Department of Commerce, effec- 
tive at the opening of business on J anuary 28, 1946. 

The functions, assets, and liabilities transferred to RFC were mainly 
those relating to the loan, lease, prime-contracting, and management 
activities. The functions of the Board of Directors of SWPC relating 
to these activities were transferred to the Board of Directors-of RFC. 
` The remainder of the functions and activities was transferred to the 
Department of Commerce. 

Personnel transfers and transfers of office furniture and ‘equipment 
and administrative funds were made in accordance with determina- 
tions of the Bureau oí the Budget. 


Pursuant to Public Law 132, Eightieth Congress, approved June 30, 


1947, Smaller War Plants Corporation was abolished, and RFC was 
directed to continue the liquidation of its affairs. 


SCOPE OF AUDIT 


We have examined the balance sheet of Smaller War Plants Cor- 
poration at January 27, 1946, and the statement of loss and deficit 
for the period from July 1, 1944, to January 27, 1946. The examina- 
tion was made in accordance with the principles and procedures ap- 


plicable to commercial corporate transactions and included a review 


of the internal control and the accounting procedures of the Corpora- 
tion. Without making a detailed audit of the transactions, we ex- 
amined or tested accounting records of the Corporation and other 
supporting evidence by methods and to the extent we deemed appro- 
riate. 
1 In connection with the transfer of the Corporation's assets and 
liabilities to RFC pursuant to Executive Order 9665, effective at the 
opening of business on January 28, 1946, personnel of the Internal 
Audit Division and of the office of the treasurer of RFC reviewed 
the Corporation's asset and liability accounts as at that date and 
made certain analyses and verifications. This included the prepara- 
tion from subsidiary records of detail lists of accounts receivable, 
loans receivable, machinery and equipment acquired for leases, and 
` accounts payable to surplus disposal agencies, and reconciliation of 
these totals with balances in the respective control accounts. Loan 
balances were confirmed also by the Internal Audit Division of RFC 
with the custodian. (Federal Reserve) banks; and RFC field engineers 


made physical inspections and reported on the status and location 


of machinery and equipment acquired for leases. As a result of this 
work and of work performed by us in connection with the examination, 
numerous adjustments of the Corporation's accounts were required. 
The accompanying financial statements reflect these adjustments. 

. We reviewed the procedures followed and the results of the audit 
work accomplished by RFC personnel and gave consideration thereto 
‘in the formulation of our audit program. | 


Ld 
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BALANCE SHEET 


The balances of cash on deposit with the Treasurer of the United 
States were verified through direct confirmations and reconciliations 
obtained, in part, from the Reconciliation and Clearance Division and 
the Accounting and Bookkeeping Division of the General Accounting 
Office and, in part, from the Division of Disbursement of the Treasury 
Department. Cash on hand at January 27, 1946, was either counted 
by با‎ s of RFC or substantiated by reference to deposit 
records. i ۱ | 

The amount due from RFC was confirmed by direct communication. 
Amounts due from other Government agencies, and other amounts 
receivable, were substantiated by reference to subsequent collection 
and other data on file. The amount of rentals receivable at January 
27, 1946, not previously reflected in the accounts on an accrual basis, 
was compiled by us from rental and other lease records maintained. 
Selected leases were inspected and extensive tests were made of rental 


` computations. ۱ 


Confirmations of loans receivable balances at January 27, 1946, 
were received directly from the custodian (Federal Reserve) banks.. 
Individual loan balances and totals for each custodian were reconciled 
by RFC internal auditors, and further comparisons of the control 
account totals and totals confirmed by the custodians were made by 
us. With respect to a selected list of the larger loans, authorizations 
by the Board of Directors, loan applications, and other records and 
data on file were inspected; recorded collections subsequent to January 
27, 1946, were traced to cash receipts records. Lists of loans on which 
foreclosure actions had been taken or were contemplated were 
obtained from the Examining Division of RFC, and reviews were 
made of examiners’ reports, historical files, and other records. 

- Changes in the control accounts for machinery and equipment 
acquired for lease during the period from July 1, 1944, to January 27, 
1946, were reviewed, and the additions for a selected period were 
verified by reference to lease authorizations and approved purchase 
orders and invoices. The propriety of eliminations for property dis- 
posed of was substantiated by test-inspection of sales and original - 
cost records. Reports of RFC field engingers as to the status of 
property acquired for each lease were inspected and reconciled with 
individual accounts in the lease ledgers. 

Amounts due disposal agencies for accommodation purchases of sur- 
plus property were substantiated by inspection of documents support- . 
ing selected transactions and by reference to billings and subsequent 
payments. Copies of vouchers and other supporting data on file relat- 
ing to other recorded liabilities were inspected on a selective test basis. 

Insofar as we could ascertain during the course of our examination, 
all direct liabilities of the Corporation at January 27, 1946, except 
accrued annual leave (see note 4 to financial statements), have been 
included in the accompanying balance sheet, and there were no mate- 
rial contingent liabilities at that date except as referred to in the 
section beginning on page 25 of this report and in note 5 to the financial 
statements. The scope of our examination did not include circulari- 
zation of creditors. _ ۱ 
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STATEMENT OF LOSS 


Extensive tests of rental, interest, and participation fee income were 
made by application of appropriate income rates to individual lease 
and loan balances. Similar tests also were made on an over-all basis. 

In compliance with provisions of the appropriation acts, the ex- 
penditures of corporate funds made available for operating and admin- 
istrative purposes are post-audited by other divisions of the General 
Accounting Office. We have been informed that the audit of payrolls, 
which constitutes a major portion of such expenditures, has been 


completed to January 27, 1946, and that audit:of other expenditures. 


has been completed except for minor accounts. On September 16, 
1947, only 18 exceptions, involving a total of about $2,000, remained 
uncleared. | 

We reviewed the expense accounts and made inquiries into sig- 
nificant variations in monthly charges. On a selective test basis, we 
inspected copies of leases for office space and copies of approved 


vouchers and supporting documents with respect to other recorded : 


transactions. Charges by DPC and RFC for servicing and adminis- 
tration of loans and leases were confirmed by direct communication. 


- OTHER COMMENTS, Exceptions, Erc. 


The Corporation's basic system of accounts and records was 

enerally well conceived and designed, except that cost accounting 
or activities was .not developed.  Plans.for the establishment of an 
internal audit division and programs of internal audit were not 
completed, and it appears that audit work of this nature was accom- 
plished only to a very limited extent. Certain other deficiericies in 
accounting procedures and internal control and in recordkeeping 
were observed. However, no specific recommendations for improve- 
ments therein have been included in our report because of the estab- 
lishment generally of new records and procedures in connection with 
the transfer on January 28, 1946, of the Corporation’s assets, liabilities, 
and functions to RFC and to the Department of Commerce, pursuant 
to Executive Order 9665. Considering the wartime conditions under 
which the Corporation was organized and operated, the accounts and 
records were fairly satisfactorily maintained. | 

As a result of our examination, we found no programs, expenditures, 

` or other financial transactions which, in our opinion, were carried on 
or made clearly without authority of law; however, attention is drawn 


to the comments made on pages 15 and 16 of this report regarding 


certain loans. 


OPINION or FINANCIAL STATEMENTS 


The reserves for loss on loans and for depreciation and loss on dis- 
position of machinery and equipment acquired for leases, amounting 
to $5,000,000 and $10,000,000, respectively, at January 27, 1946, 
appear to be &dequate based on present estimates of reserve require- 
ments. However, due to the greater-than-normal risks inherent in 
the Corporation's loans, the length of time that may be involved in 
the liquidation of the loans and machinery and equipment, the costs 
involved therein, and possible deterioration in the market for surplus 
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war properties, the losses ultimately sustained in the liquidation of 
the loans and machinery and equipment may exceed present esti- 
mates. | 

In our opinion, subject to the comments in the preceding para-. 
graph, the accompanying balance sheet and related statement of loss | 
and deficit present fairly the position of Smaller War Plants Corpora- 
tion at January 27, 1946, and the results of its operations for the 
period from July 1, 1944, to January 27, 1946, in conformity with 
generally accepted accounting principles applied on a consistent basis. 


STEPHEN B. Ives, Director. 
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EXHIBIT 2 


SMALLER WAR PLANTS CORPORATION 


STATEMENT OF LOSS AND DEFICIT 


For the pee from July 1, 1944, to January 27, 1946, and for the period from inception of the Corporation to 
January 27, 1946 


From July 1, : 
` 1944, to Jam. $7, From inception 
1946 (approxi- to Jan. 27, 1946 


mately 19 (approximately 
months) 48 months) 
INCOME: 
Rental of machinery and equipment...............-.--.--...---.- $3, 906, 807 $4, 409, 835 
Interest on A leave Suwa مه لط‎ da WES 8 1, 996, 959 2, 601, 656 
` Participation fees on loans made by banks....... pK eo ee teres 175, 998 ` 187,082 
Total 1۳060 ۲۲82 sees ل‎ EARS ETERS j 6, 079, 764 7, 198, 573 
EXPENSES, OTHER CÖSTI AND. CHARGES 5 ۱ 
Operating and administrative قاچ میت‎ (exhibit 9)2 OE s ZZ sË 12, 339, 656 26, 806, 730 
Provision to reserve for loss on loans.........................-...- .4, 496, 980 ۰ . 86,000, 
Loss on loans charged 0-222 ما م ل ما ل ل ل ل‎ Lec ام ماب ماما سا ات مه‎ 263, 492 305, 326 
Other costs and charges relating to e and equipment ac- 
quired for lease: | 
Provision for depreciation............. 22. nun 2, 739, 430 9, 210, 107 
Losses on sales to lessees and others. ` 235,981 235, 981 
Expense of removal from lessees’ plants of machinery and 
equipment on terminated leases............................. 58, 397 58, 397 
Provision to reserve for loss on disposition of machinery k. 
equipment based on estimated realizable values at Jan. l : 1 
1046 (note 2). EA E app ROTE Te ieee iE 6, 996, 064 6, 996, 064 
Total expenses, other costs and charges. .................- 27, 130, 000 , 41,012, 605 
NET Loss (notes 4 and 7) 5... caclacsteswenuscEseAdosecusd تم‎ 21, 050, 236 34, 414, 032 
DEFICIT AT THE BEGINNING OF THE PERIOD............ —— asia ' 13,303, 796 ................- ١ 
DEFICIT AT JANUARY 27, 1946 (exhibit 1)....---.-.--.----. ا‎ f $34, 414, 032 $34, 414, 032 


The attached notes are an integral part of the above statement. 
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EXHIBIT 3 


SMALLER WAR PLANTS CORPORATION 
OPERATING AND ADMINISTRATIVE EXPENSES 


For the period from July 1, 1944, to January 27, 1946, and و‎ the period from inception of the Corporation to 
January 27, 1946 
From July 1, From inception 
1944, to Jan. to Jan. 27 


27, 1946 (ap- 1946 (approzi- . 
prozimately mately 
19 months) 48 months) 
OPERATING AND ADMINISTRATIVE EXPENSES FROM CORPORATE FUNDS 
MADE AVAILABLE BY APPROPRIATION ACTS: 
A eS $10, 053, 367 ` $20, 145, 480 
Travelll: a 552, 712 1, 604, 101 
Rents and utilities vec A RO AS utu me A 672, 396 1, 298, 208 
Communication 50۳71688222 2 1 تس سس اس‎ LL LLL ات ات تست سا اس‎ 578, 645 1 171, 537 
Charges by Reconstruction Finance Corporation for services per- 
formed in closing loans (note 1)--------------------------------- 517, 918 678, 387 
Engineering and commercial surveys and other contractual services. 306, 814 462, 777 
Printing, binding, and duplicating services....................... 126, 885 231, 206 
Supplies and materials................--- ل‎ LLL LLL LLL LL سا سا‎ cc. 104, 051 281, 323 
"Transportation of things.................. ماما‎ c LL ات مت سس سم مات‎ ee 16, 199 . 80, 474 
12, 928, 987 25, 903, 493 
Less: 


Reimbursements from Office of War Mobilization and Recon- 

. version for estimated expenses incurred in performing certain 

assigned functions in connection with veterans’ preferences 

in surplus property dispositions (note 3).................... 986, 066 986, 066 
Amounts included in billings to Government procurement 

agencies on prime contracts in excess of amounts paid to sub- 

contractors, considered as representing administrative ex- 

penses incurred in prime contracting operations (schedule 2). 632, 769 632, 769 


1, 618, 835 1,618,835. 


Total expenses from corporate funds made available by 
appropriation aets. ..........-..-.--------.------------- 11, 310, 152 24, 284, 658 


OTHER OPERATING EXPENSES: 

Charges by Defense Plant Corporation (dissolved July 1, 1945; 
operated thereafter as a division of RFC) for servicing and ad- 
` ministration of loans, leases, and machinery and equipment 


(OGG) eU بای کی‎ oon e P دا كا كات‎ ke PONE 913, 8 1, 155, 828 
Provision for depreciation of office furniture and equipment ME 86, 047 173, 176 
Miscellaneous other expenses, less other income. ................. : 29, 689 193, 068: 

TOTAL OPERATING AND ADMINISTRATIVE EXPENSES (exhibit 2)...... $12, 339, 656 ۰ $25, 806, 730 


The attached notes.are an integral part of the above statement. 


SMALLER WAR PLANTS CORPORATION 
NOTES TO FINANCIAL STATEMENTS 
January 27, 1946. 


1. Pursuant to section 6 of the act of Congress creating Smaller War Plants 
Corporation (56 Stat. 353; 50 U. S. C. App. 1104) approved June 11, 1942, the- 
Corporation was required to transfer all loans, leases, and machinery and equip- 
ment to Defense Plant Corporation, & subsidiary of Reconstruction Finance: 
Corporation (dissolved July 1, 1945; operated thereafter as Office of Defense 
Plants, a division of Reconstruction Finance Corporation), for servieing and 
administration. Section 6 of this act further provided that all collections by 
Defense Plant Corporation of principal, interest, or other proceeds were to be 
remitted to Smaller War Plants Corporation after deducting the actual expenses. 
of service and administration incurred by Defense Plant Corporation. | 

The amount of $7,529,087 receivable from Reconstruction Finance Corpora- 
tion (exhibit 1) represents the unremitted balance of such collections, less deduc-- 
tions for expenses at January 27, 1946. For the period from July 1, 1944, to- 
January 27, 1946, the expenses deducted from remittances for servicing and 
administration of loans, leases, and machinery and equipment aggregated 
$913,768 (exhibit 3). For the same period, other charges aggregating $517,918 
(exhibit 3) were made by Reconstruction Finance Corporation for services ren-- 
dered, primarily in its field offices in connection with loan applications, prepara. 
tion of loan closing papers, and other matters. 

2. The amount of $16,334,319 representing the cost of machinery and equip- 
ment acquired for leasing purposes (exhibit 1) includes (a) approximately 
$1,700,000 with respect to machinery and equipment which had been transferred 
to surplus disposal agencies for disposition prior to January 27, 1946, and (b) 
approximately $3,800,000 of other idle machinery and equipment (from leases. 
partially or wholly terminated at the request of the lessee) which at January 27, 
1946, was available either for sale by Smaller War Plants Corporation or for trans- 
fer to surplus disposal agencies for disposition. ۱ ۱ 

Provisions to the reserve for depreciation of leased machinery and equipment 
have been made at the rate of 1 percent per month. An additional provision of `` 
56,996,064 (exhibit 2) was made at January 27, 1946 (increasing the balance in 
the reserve to $10,000,000), to provide for losses on ultimate disposition of the 
machinery and equipment based on estimated realizable values. 

3. Surplus Property Board Regulation 7, effective July 1, 1945, and Surplus 
. Property Administration Regulation 7, effective October 15, 1945, assigned various. 
functions to Smaller War Plants Corporation with respect to the establishment 
and exercise of veterans’ preferences in the disposition of surplus property. These 
functions included certification of the veterans’ requirements and purchase of any 
or all of such requirements from the appropriate disposal agency for resale to: 
veterans. The resales to veterans were primarily for cash. Payments for such 
purchases of surplus property are being made to disposal agencies based on in- 
voices rendered by the disposal agencies. Substantially all of the amount of 
$6,399,765 due disposal agencies at January 27, 1946 (exhibit 1), resulted from 
transactions with veterans. 

This part of the surplus property program was carried on primarily in the 
Corporation's field offices, and reimbursement of the estimated expenses and 
eosts incurred for the period to January 27, 1946, amounting to $986,066 (ex- 
hibit 3), have been made by the Office of War Mobilization and Reconversion. 

4. It has not been the practice of the Corporation to accrue the liability for 
annual leave of employees, and no provisions in this respect are included in the 
financial statements. | 
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5. Commitments outstanding with respect to undisbursed loan authorizations 
amounted to $35,162,936 at January 27, 1946, and, under agreements with | 
. certain banks, the Corporation may be called upon to purchase participations in : 
loans made or authorized to be made by such banks in the amount of $53,615,441. 
Primarily through cancellation of inactive and excess loan authorizations, these 
` commitments were reduced to $5,213,621 and $18,607,091, respectively, at 
December 31, 1946. During the period from January 27 to December 31, 1946, - 
under the agreements with banks, RFC, to which these functions of the Corpora- 
tion were transferred, purchased approximately $1,200,000 principal amount of 
. loans made by banks. | 

6. The deficit balance at January 27, 1946, includes a charge of $5,522,500. 
with respect to administrative expenses determined by the War Production Board 
on an estimated basis for the period from July 1942 to April 1943, during which 
period the operations of the Corporation were carried on largely by the Smaller 
War Plants Division and other employees of the War Production Board, and the 
Corporation's funds appropriated for administrative expenses were commingled 
with those of the War Production Board. The amount of this charge has been 
reviewed and approved by the Corporation's Board of Directors. | 

-7. The statement of loss and deficit does not contain charges for interest on 
the capital (aggregating $200,000,000) paid in by the United States Treasury. 
The approximate average rate of interest on marketable issues of the public debt 
for the period from the inception of the Corporation to January 27, 1946, was 1.8 
percent; based on this rate, the interest on the Government capital invested for 
the period to January 27, 1946, would have been approximately $10,575,000. 
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SCHEDULE 2 


SMALLER WAR PLANTS CORPORATION 
SUMMARY OF PRIME CONTRACTING OPERATIONS 
From inception of the Corporation to January 27, 1946 


` Contract number 


NAVY DEPARTMENT: 


NXss-23500.........-....-.- Reamers. ................ 

NXss-31941................- Reamers. ...............- 

NXss-34517..........----..- Reamers. .............--- 

NXss-34603.........-...-...- Reamers. ...............- 

NXss-33007............-...- PADS aa a 
WAR DEPARTMENT: 

W-697-eng-4592..........-.- Oil barge...............-- 


Pneumatic rafts.......... 

Portable steel barracks... 

Portable wood barracks. - 

Adapter assemblies, gun 
mounts. 

Hoist assemblies. .......- 

Practice bombs.........- 


W-535-8c-38770............- 
W -49-033-eng( MS P)-2___-.. 
W-49-016-eng( MS P)-3....... 
W -30-053-86-670.........-.- 


FEDERAL PUBLIC HOUSING AU- 
THORITY (FPHA): 
HA(MP) PH-374 .........- 
TREASURY DEPARTMENT: 
DA-tps-47368. .............- 


Furniture (note 1( 2 2 
Copper wire (note 1).....- 


NOTES: 


| Billings 
Subcontracts in excess of 
- amounts 
Billings Amounts paid to 
to pro- EN . paid to subcon- 
curement | um- subcon- tractors 
agencies ber tractors (nore 2) 
$274, 830 9 $274,830 .........- 
27, 44 1 24,445 . = 
106, 474 3 106, 474 __ 
112, 560 1 112, 560 --.-.-.... 
544, 963 ` 11 544,963 ʻa.. 
11,319 1 11,919. عات عدت‎ 
360, 5 1 360,425 .......... 
1, 095, 500 1 1,095,500 .......... 
2, 970, 614 4 2,970,614 .......... 
18, 953 2 690, 50. $28, 448 
2, 122, 004 8 1,962,108 159, 896 
2, 508, 741 23 2,004,316 , 425 
cs 99 cal ios 
AES IEEE dolci EL xu 
$10,853.828 234 $10,221,059 ۰ 632 9 


1. The subcontracts let by SWPC under prime contracts with FPHA for furniture (maximum $10,- 

000 ,000( and with the Treasury Department for copper wire ($516,595) were administered by those 
agencies, and, accordingly, no billing records thereon were maintained by SWPC. 
2. The amount of $632,769 included in the billings to Government procurement agencies in excess of 
amounts paid to subcontractors has been applied as a reduction of administrative expenses (exhibit 
3) as representing the amount thereof considered to have been incurred in the prime contracting opera- 
tions and allowable to SWPC under provisions of the contracts involved. 
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